-

By MERYL L. KRONER

IN recent years, U.S. international
transnctions in royalties and fees have
abtracted inoreasing attention, in part
because they can be considered a spa-
gific, although lumited, massure of ths
transler of technology between the
United Statas and other countries. An
earlier article discussed the relationship
of these tramsactions to the transfer of
technology, 1.8., o the transier of scien-
tific pnd engineering knowledge applied
to the design and rmenufacture of
produsts and to produetion processes;
described the coverage wnd limitations
of the dats; and exemined the goo-
graphic composition of the transactions
through 1972.! The present srticle ox-
amines the industrial composition of
the transactions through 1972,

The dats compiled by BEA on these
transactions sonsist of U5, receipts snd
payments of royalties and fess betwaen
direst. inveators and their forsigm offili-
ates, pnd betwean ULS. companies and
unaffliated foreign oompanies. The
clasgification, by industry, of transac.
tions between offiliated parties, ie.,
direct investment-related iransactions,
by industry, has bean available for
several years; the elossifiention, by
industry, of transactions betwesn un-
affiliated parties hes only recently been
completed, The latter mokes possible an
industry analysie of total 1.5, tronsac-
tions in roynlties and fees ag well 08 a
comparisor, by induvatry, of afflisted
transactions nnd unaffilinted trans-
actions.,

Nore—Johs W, Rutter and Gragovy O,
Fouch of the International Investment Divis
stom provided date and saclysis coneemning
affiiinted yoyalties and feog,
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U.S. International Transactions
in Royalties and Fees, 1967-78

LDate coverage.—The BEA dete on
rovalties and fees measure payments for
the use of rights or intangible property
{copyrights, trademarks, patents, tech-
niques, processes, formules, designs,
fronchises, mopufecturing rights, ete)
aod mansgement fess. Royelties refer
to payments for the use of copyrights
or trademarks. There are two classi-
fications of fees—licensing fees and
mansgement fees, Licensing fees reler
to charges for the use of patents or
industriol processss, Manogzement fees
refer to cherpes, mainly by porent
companies te their affiliates, for pro-
fessional and administrative services,
congulting rod techoicel advice, T
search abd development, and other
expenses nlloceted by the home office.
In the regular internatiomal trana-
actiona tables in the Soevex or Cug-
rENT BuUsinkss, ithe BEA datn on
diract investrnent-related royalties and
foas include film rentals.” These rentals
pre oxclwded from the datn presentecd
in this article bacausa they are not
congidered to ba related to the transfer
of technclogy. In the internntional
trnngactions tables, uneffilinted roysi-
ties and fees do not includs film rentals.
Affilinted transnetionz are on » neb
besis—receipts by U.S. parents from
their foreign affilintes ore nst of poy-
ments to the offiliaies; payments by
U.8. subgidinries to their forsign parents
are nat of receipts from tha parents.

Industry slossifiention—With one ex-
ception, the analysis of royaliles and
fees by industry utilizes classifications
basedl on the eatagories, for estnblish-
ments, described in the Standard In-
dustrial Jlagsification Manwsl (1972).

5 in tablea 1, 2, and 10 of tho 0.5 inkernationsl -
wotlone artlela o the Mareh, Finw, Beplomber, and Deciim-
bor {asmmea of (he Bunver, afiiistod recelpdy ad paymaniy

w0 s e In DEnea 7 and 25, roapeetivehy, Unafilieted mcelple
snd Tayments Ars Mg in Mned K ond 21, odeetivaly.

Tha excaption is the petroieum indus-
try, which refers to nll petroleom-
reluted activities from eaxplorntion
throngh retpiling., All other classifica-
tions exclude petroleum-relpted activi-
ties, Affiliated data are clessified by the
industry of the affiliste and unafilinted
tlata are ctassified by the principal prod-
uct or servica of the U.S. company.

In this article, for receipis, the major
industry categories shown are manhu-
focturing, petrolenm, mining and smelt-
ing, and other industries. For payments,
the major categories shown are monu-
facturing, petroleum, and other in-
dusivies. For receipts, n more detniled
breskclown of moenufacturing is pre-
sented, becnuse the magnitude of trans-
actions is substantial,

(vervigw.— 115, compunies’ earnings
of rovaltias and foos ncrepsad subatan-
tially from 1087 to 1978, Tn 1067, they
aprned £1.5 billion from both affilinted
ond ungfilinted foreign eompanies; in
1972, they sarned $5.4 billion (table 1).
During thos period, manofacturing ne-
connted for neatly 70 percent of tha
totol. Within manufacturing, the ma-
chinery and chemicalzand allisd products
industries together accountad for &0
pereent of receipts. U.S. companies’
payments of royalties end fees to foreign
componies remeined rather small; they
were $0.2 billion in 1967 and &0.8 billion
in 1978, Maonufacturing necountad for
sbout 80 pereent of total payments dur-
ing 1072-7%, the years for which in-
dustry data are available.

Recsipts

U.S. companies enn much more in
recoints of royolties amd fees from
foreign affiliates thon fvom unaffilinted
foreign ¢omponies. Receipts from affil-
intes were 74 percent of total receipts
i 1067 ond 80 percent in 1078, awmd
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Table 1.—L1.5.

SURVEY OF CURRENT BUSINESS

International Transactions in Hoyalties and Fees with Affiliated and

Unaffiliated Foreign Residents

[MiNkans of dollars]
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? Preliminary,  n.a. Notnvoilable,
1. For Industry definitions se lootnotes to tobie 2,

grew at an average annual rate of 13.3
percent, from 1967 to 1978 (chart 12).
Faced with product competition from
other countries, U.S. companies ap-
parently prefer to exercise an equity
interest in the use of their intangible
property and proprietary knowledge in
order to protect their competitive posi-
tions. Most of the growth in receipts
from foreign affiliates occurred in the
machinery and chemicals and allied
products indusiries, where there have
been extensive technological changes.
Affiliates in these industries are con-
centrated in the developed countries
and are generally provided with “front-
end” technology—for example, the
latest innovations in the use of com-
puters, semi-conductors, and integrated
cirenits and the most advanced tech-
niques for the production of chemicals.
Liess sophisticated information also may
be shared by the U.S. company, par-
ticularly if it relates to firm-specific
technology.

In recent years, the increase in the
number of restrictions on U.S. direct
investment abroad by potential host
countries may have hampered the
growth in affiliated transactions in

royalties and fees. These restrictions
range from Eastern Europe's long-
standing prohibition of equity invest-
ments to the Andean Pact “fade-out”
rules introduced in 1971 (which require
foreign affiliates to sell shares to local
investors and increase the local content
of their products) and Mexico's 1973
“Law on the Transfer of Technology"
(which requires governmenti approval
for all technology agreements with
foreign companies). There are some
countries, particularly the advanced
developing countries, where .5, firms
must provide their technology to local
firms in order to participate in local
markets.

Receipts of royalties and fees from
unaffiliated foreigners, which grew at an
average annual rate of 9.6 percent from
19687 to 1978, plso ave concentrated in
the machinery and chemicals and allied
products industries of the developed
countries. Licensing and other agree-
ments with unaffilinted foreign com-
panies are of ten used by U.S. companies
that prefer to utilize the experience of
foreipn companies with regard to pre-
duction processes and marketing net-
works, and by 1.8, companies that lack
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the resources for extensive exports or
foreign opevations, Under these agree-
ments, foreign companies agtee to pay
royalties and fews, often based on a
percentage of sales, for the right to
manufecture and market products uti-
lizing the techpelogy of the .S,
company, For the moest part, 1.5
compenies enter into agreements with
unsffiliated foreign companies wherse
the techmology provided iz highly
advanced,

SURVEY OF CURRENT BUSINESS

Royulties and licensing fees—Trons-
sctions in royalties and fees with un-
offilinted compenies consist almost
entirely of royslities and licensing fees.
Transactions with affiliated {oreign com-
panies include, as well, management
fees; these fees are discussad seporately.

Receipts of royalties and licensing
feas from affiliates grew more rapidly
than receipts from unaffiliated coro-
panies—17.7 percent per year from 1967
to 1978, compared with 9.6 parcent. In
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1978, vaceipts of reyaliies nnd Hesnsing
fees from wffilinted companies ware §2.7
billion, of which about 80 percent was
accountad for by muonofactuiing. Re-
ceipts from upaffiliated foraign come
paniez ware $1.1 billion, of which
manufacturing accounted for abont 80
percent (table 2}, Manuofacturing re-
ceipts from afillisted companies grew
faster than receipis from unaifiliated
companies—17.5 percentd per year tom-
pared with 10.1 percent (chart 13).

Table 2~1.5. Receipis of Royaltica and Fogs, by Industey
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SURVEY OF CURRENT BUSINESS

Table 3.~U.5. Receipts of Koyalties and Lirensing Fees in Manufacturing, by Area, 1978 »
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The largest source of receipts in
manufacturing in machinery. Affiliated
receipts is machinery grew at an aver-
age annual rate of 20.0 percent from
1967 to 1978 and consistently accounted
for more than one-halfl the receipts from
foreign affiliates in manufacturing (table
2 and chart 14). The latest develop-
ments in U.S. technology are principally
related to the computer and advanced
electronics industries, and were pro-
vided almost entirely to foreign affili-
ates located in the developed countries,
particularly Germany, France, the
United Kingdom, Japan, and Canada.

Receipts from unaffiliated foreign
companies in the machinery industry
accounted for over 40 percent of un-
affilinted receipts in manufacturing and
grew at an average annual rate of 11.2
percent from 1967 to 1978, Most of the
know-how supplied to unaffiliated com-
panies relates to the manufacture of
consumer goods, in particular electronie
romponents and electrical equipment

and appliances. Unaffilinted companies
in the European Communities (EC) and
Japan were the primary sources of these
receipts; EC companies accounted for
nearly 35 percent and Japanese com-
punies for just over 40 percent (table 3).
Receipts from the developing countries
increased, to 11 percent of receipts in
1978 from 7 percent in 1967. The major
contributors to this increase were the
advanced developing countries of Mex-
ico, Brazil, India, Taiwan, South
Korea, and Hong Kong. Receipts from
Latin America were primarily from
companies manufacturing heavy ma-
chinery for construction and industrial
use; receipts from Asia were primarily
from companies manufacturing elec-
tronic components for electrical ap-
pliances and equipment.

Chemicals and allied produets is the
second largest source of receipts in
manufacturing, Foreign affiliates ac-
counted for over 70 percent of total
receipts in this industry in 1978, com-
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pared with slightly less than 60 percent
in 1967, as the growth in affiliated re-
ceipts exceeded that in unaffiliated re-
ceipts—14.8 percent per year compared
with 9.1 percent. Technology in agri-
eultural chemicals and fertilizers gen-
erally is supplied to affiliates in Canada
and France: that in industrial chemi-
eals, plasties, and synthetics to affil-
iates in the United Kingdom and
Germany; and that in pharmaceuti-
cals to affiliates in Germany and
France.

Receipts from unaffiliated foreign
companies in chemicals and allied prod-
ucts generally involve technology in
industrial and agrieultural chemicals
and pharmacenticals. Most receipts
come from companies in the developed
countries; approximately 40 percent
are from Germany, principally for
industrial chemicals and pharmaceuti-
cals, and Japan, for industrial chemi-
cals. Receipts from the advanced
developing countries, especially in in-
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dustrial chemicals from Mexico, grew
rapidly, and accounted for 19 percent of
unaffiliated receipts in chemicals and
allied products in 1978, compared with
14 percent in 1967.

In contrast to the previously men-
tioned industries, in primary and fab-
ricated metals and in transportation
equipment, U.8. companies earn more
in receipts of royalties and licensing
fees from unaffiliated foreign companies
than from foreign affiliates. This
difference may partly reflect U.S, trade
regulations and union contraets, which
specifly that the “front-end” technology
of these industries, a key factor in U.S.
competitive advantage in world mar-
kets, cannot be transferred abroad and
that certain facets of the production
processes can neither be made available
to nor performed in another country.
Although growth in affiliated receipts
was faster than in unaffiliated re-
ceipte—11.9 percent per year compared
with 9.5 percent, from 1967 to 1978—
receipts from unaffiliated foreign com-
panies were approximately 60 percent
of total receipts in these industries
during this period. More than 80 per-
cent of receipts from unaffilinted for-
eign companies were from the developed
countries, and 50 percent of that total
was from Japan. Of the developing
countries, most of the affiliated and un-
affiliated receipts were from the auto-
motive industry of Latin Ameriea,
especially Mexico. Receipts from Asian
companies that manufacture automo-
tive and aircraft components increased
slightly.

In other manufaeturing, affiliated re-
caipts incressed faster than receipts
from unaffiliated foreign companies—
17.9 percent per year from 1967 to 1978
compared with 10.5 percent—and ac-
counted for over 90 percent of total
receipts in this category in 1978. The
majority of affiliated and unaffiliated
receipts were from the developed coun-
tries. In the textile industry, receipts
were from a large number of developed
and developing countries. Since 1967,
there wers few technological develop-
ments; however, existing information
and techniques, which are relatively in-
expensive to acquire, were widely and
extensively used.

SURVEY OF CURRENT BUSINESS
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CHART 14

U.S. Receipts of Royalties and Licensing Fees in Manufacturing Industries in 1978
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In the petroleum industry, the largest
gource ol receipts was refining and proe-
pssing, aceounting for more than half of
total receipts in 1978, Unaffiliated for-
eign companies accounted for more than
70 percent of total receipts during
1967-78; growth in unaffiliated receipts
was more rapid than in affiliated re-
ceipts—12.2 percent per year compared
with 8.4 percent. Developed countries
accounted for more than 75 percent of
unaffiliated receipts.

Prienary and
Fabrcated Metaks

hustralia,
New Tealind and
Soulh Avica

By Industry

Transportation
Fipuipement
(%)

(4%)—,

Unaffiliated ($862 million)

By Country

Unaffiliated (3352 milon)

In the other industries category, re-
ceipts from foreign affilintes were far
larger than those from unaffiliated for-
eign companies. Developed countries ac-
counted for 80 percent of total receipts.

Muanagement fees—Management fees
transactions between affiliated com-
punies grew less rapidly than royalties
and licensing fees from 1967 to 1978—
2.1 percent per year compared with
17.7 percent (table 2). In 1967, man-
sgement {ees accounted for 60 percent
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of oll affiliated rovalties and fees; in
1978, they accounted for 88 percent of
that mt.nl

In the petroleum mduata-_v, niffiliates
in the Middle Bast and, in recent years,
the United Kingdom, were the primary
sources of management fees, T.8. par-
#nts have provided specinlized consuli-
ing and engineering services, supplied
maintenaoee for refineries and oil fields,
and condueted seismic sucveyz. In other
industries, the rapid incresse in rapn-
pgement fees woa primarily the result
of the demand for architectural, con-
aulting, and engineering services in con-
nection with widespread construction
activity in the Middle East, particularly
in Iran, Sandi Arvabis, and Irneg. Sub-
stanfiel receip ts in transportation equip-
ment mapuizoturing are attributable to
extensive U.5. investments in the {la-
nedinn automotive industry, U5, com-
phonins pravida engineering and tachnicol
ssrvices to anable their affiliztes to make
changes necessary for the production of
new models.

Fayments

In recent yenrz, 1.3, companies dis-
bursed more in payments of royalties
pnd fess to their foreign prrents thon to

nAs Hot dwwm soparstdy,

m‘g. Legsd L han 0,00,
t. BExcloriz Inmub.whhhm]mlmhdﬂm recolpta nnd paymasiy of roymitle and ipos in the beoatonal aske-

B Lriphnind 2z nlll'll'bwl-ml
& Wi ok ahewn

unaffiliated foreign companies {table 1).
In 1987, payments to forelgn parenis
weare 37 percent of total poyments; in
1978, these payments nccounted for 85
percent, suggesting thet foreign com-
puities prefer to exercise an eguiby
interest in the use of their intangible
property and proprietary kmowledge
that gives them advonteges in the U8,
warkst. In contrast to receipts, which
bypically eonsist of o lurgs pumber of
treneactions of waryipg aize, payments

E’I}f Deonitiark oo Trtlamd ora locloded wikh Qcher Eamopo.

iypicelly comsiat of & smsll oumber of
relatively Jarge transooticos,

1.5, componies' payments to foreign
poarents grew more rapidly than pay-
ments to  unaffiliated fereign com-
penies—22 1 percent per yenr from 1967
to 1978, compared with 7.1 percent. In
1078, affiliated peyments of royalties
and fees were $0.4 bilion, of which two-
thirds was nceounted for by manun-
Incturing, Peyments to unaffilinted
apmpenies wera $0.2 billion, of whith

Table b.—~11.5. Recelpts of Royaliies and I..il::r:lulng Feoa ! from Afiliated Foreign Beqidonts,
Aren
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" panufstturing represented H0 percent
* {table 4},

Boyaliies ond leensing fees—Unai-
filiated trensections in royslties and
foes consist almost entirely of rayalties

. nnd liconsing fees, Az in the case of

roceipts, transactions between affilintes

" and their foreign parentz include, a3

well, menagement fees. In the tables of
this article, soyalties and licensing fers
are ot shown separately from man-
agement fees. Problems of diselosure
preclude the publication of such a
breskdovm.

More than 70 perceni of total affili-
afed and vpsffilicted royalties apnd
licensing fees were in manufacturing

- jndustries during 1572-75; nearly all
_ payments were to the developed coun-

t

T T gt g

R —
r - i

tries. Within manufacturing, the largest
paymenis wers in chemicols end allied
products. European parent transfers of
intengible property and proprietary
knowledge to their LS. affiliates nre
eoncentreted in pharmecenticals, indus.
trial end agrieultural chemicals, and
plosties; frapsfers from uneffiliated fo-
eigh companies nre primarily in phar-
maceuticals. Other significant transfers
rre in food snd in primary and fab-
ricated metals, for affiliates, and in
machinery and in transportation equip-
ment, for unaffiliated componies. In the
ontegory of other industries, there are
sigunificant offiliated transfers in retail
trade,

The majority of affilinted payments
was to Switzerland, the United Kinpg-
dom, Germunny, Canads, and Japan ; tha

SURVEY OF CURRENT BUSINESS
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majority of unaffiliated payments was
to the origingl six members of tha EBC
and to the United Kingdom. Unaffili-
ated payments (o Jopan and Latin
America inereazed in recant yeors.
Monagement fees—Manngement joes
trenzactions befwesn affilinted com-
ponies exceaded royalties and licensing
fees in recent years. Approximntely 60

-percent. of manngement fets wers in

manufncturing industries during 1972-
78. The largest payments wera in chemi-
eols and allied products, mainly refleet-
ing the aYochtion of large resesrch and
development expenses by Europemn
companies to thair TLS. affilintes,

Fluctuctions in the category of other
industnes were primazly due to sizeable
management fees transactions betwesn
U.S. nffiliates oand their parenis in
Japsn ond Canede. In the nutomotive
mdustry, transactions betwsen TS,
affilintes and their Japanese parents re-
sulted in net regeipts, because receipts
of 0.8, affilintes from their parents, for
warranty work performad and for U.S.
troining provided to Japansse execu-
tives, exceeded their pnyments to their
pavents. In the insursnce indusiry, the
Conadion praetica of ¢1locating operat-
ing expensss to IS, sffilintes hos con-
tributed to sigmificant 1.uctuations.




